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OATH OR AFFIRMATION

Keith Ryan swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Lincoln Financial Securities Corporation as

of December 31 2011 __ are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

NOTARY PUBUCSTATE OF INDIANA

ALLEN QOUNTY gnature

MY COMMiSSION EXPIRES 05/17/15 Vice President and Chief Financial Officer

Title

Notary Public

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 5c3-3

Reconciliation including appropriate explanation of the Computation ofNet Capital Under Rule l5c3-I and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

El Reconciliation between tile audited and unaudited Statements of Financial Condition with respect to methods of

con solid at ion

All Oath or Affirmation

rn copy of the SIPC Supplemental Report

Il report describing ally material inadequacies found to existor found to have existed since the date ofthe previous aLldit

For conditions ojconficlenttal treatment of certain portions ofthisjiling see section 24O./7a-5e3
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Report of Independent Registered Public Accounting Firm

The Board of Directors

Lincoln Financial Securities Corporation

We have audited the accompanying consolidated statement of financial condition of Lincoln

Financial Securities Corporation and subsidiary the Company as of December 31 2011 and

the related consolidated statements of operations changes in stockholders equity and cash

flows for the year then ended These financial statements are the responsibility of the Companys

management Our responsibility is to express an opinion on these financial statements based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement We were not engaged

to perform an audit of the Companys internal control over financial reporting Our audit

included consideration of internal control over financial reporting as basis for designing audit

procedures that are appropriate in the circumstances but not for the purpose of expressing an

opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements assessing the

accounting principles used and significant estimates made by management and evaluating the

overall financial statement presentation We believe that our audit provides reasonable basis for

our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the consolidated financial position of Lincoln Financial Securities Corporation and subsidiary at

December 31 2011 and the consolidated results of their operations and their cash flows for the

year then ended in conformity with U.S generally accepted accounting principles

Our audit was conducted for the purpose of forming an opinion on the financial statements taken

as whole The information contained in Schedules II and III is presented for purposes of

additional analysis and is not required part of the financial statements but is supplementary

information required by rule 7a-5 under the Securities Exchange Act of 1934 Such information

is the responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare the financial statements The information has been

subjected to the auditing procedures applied in the audit of the financial statements and certain

additional procedures including comparing and reconciling such information directly to the

underlying accounting and other records used to prepare the financial statements or to the

1111-1311444
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financial statements themselves and other additional procedures in accordance with auditing

standards generally accepted in the United States En our opinion the information is fairly stated

in all material respects in relation to the financial statements as whole

February 24 2012
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Lincoln Financial Securities Corporation and Subsidiary

Consolidated Statement of Financial Condition

December 31 2011

Assets

Cash and cash equivalents 18214131
Cash segregated under federal and other regulations 1359500

Receivable from agents brokers or dealers 8456076
Income taxes receivable from Parent 2503611
Deferred tax asset 3093300
Other assets 2142974

Total assets 35769592

Liabilities and stockholders equity

Liabilities

Commissions payable 5824274

Due to affiliates 4090104
Other liabilities 7717716

Total liabilities 17632094

Stockholders equity

Common stock par value $1 per share authorized 100000 shares

issued and outstanding 50000 shares 50000
Additional paid-in capital 28730325
Accumulated deficit 10642827

Total stockholders equity 18137498

Total liabilities and stockholders equity 35769592

See accompanying notes
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Lincoln Financial Securities Corporation and Subsidiary

Consolidated Statement of Operations

Year Ended December 31 2011

Revenues

Concession income 104632887
Concession income from affiliates 10272908
Fees 5249533
Interest 20348

120175676

Expenses

Commissions expense 104041014
General and administrative 20621398
Taxes licenses and fees 1092174

125754586

Loss before income tax benefit 5578910
Income tax benefit 1890984
Net loss 3687926

See accompanying notes
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Lincoln Financial Securities Corporation and Subsidiary

Consolidated Statement of Changes in Stockholders Equity

Year Ended December 31 2011

Common Stock

Shares Amount

Balance at January 2011

Capital contribution

Net loss

Balance at December 31 2011

See accompanying notes

Additional

Paid-in

Capital

Total

Accumulated Stockholders

Deficit Eouitv

50000 50000 20730325 6954901 13825424

8000000 8000000

3687926 3687926
50000 50000 28730325 $10642827 18137498
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Lincoln Financial Securities Corporation and Subsidiary

Consolidated Statement of Cash Flows

Year Ended December 31 2011

Operating activities

Net loss 3687926
Adjustments to reconcile net loss to net cash used in operating activities

Increase in deferred tax asset 173878
Increase in cash segregated under federal and other regulations 491000
Decrease in receivables from agents brokers or dealers 826095

Increase in income taxes receivable from Parent 685630
Increase in other assets 1753431
Decrease in commissions payable 313787
Increase in due to affiliates 2308200

Increase in other liabilities 412060
Net cash used in operating activities 3559297

Financing activities

Capital contribution from Parent 8000000

Net cash provided by financing activities 8000000

Net increase in cash and cash equivalents 4440703
Cash and cash equivalents at beginning of the year 13773428
Cash and cash equivalents at end of the year 18214131

Supplemental disclosure of cash flow information

Federal income tax payments paid to Parent 975138

See accompanying notes
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Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements

December 31 2011

Accounting Policies

Organization and Nature of Business

Lincoln Financial Securities Corporation and subsidiary the Company or LFS is wholly
owned subsidiary of Lincoln National Corporation Parent or LNC Allied Professional

Advisors APA is wholly owned subsidiary of the Company APA provides investment

advisory services through its investment advisory representatives and registered representatives

of LFS

Incorporated in 1969 the Company is broker-dealer registered with the Securities and

Exchange Commission and is member of the Financial Industry Regulatory Authority Inc

FINRA The Company has nonexclusive selling agreements with number of mutual fund

distributors variable annuity companies limited partnerships and fee-based advisory services

The Company also offers brokerage services for stock and bond transactions The Companys
principal markets for these investment vehicles are U.S.-based investors

The Company carries no margin accounts promptly submits customer funds and delivers

securities received in connection with its activities to its clearing firms The Company does not

owe money or securities to customers In some instances there is holding period between when
customer funds are received and delivered to clearing firm In such an instance the Company
calculates the reserve required under Rule 15c3-3 of the Securities and Exchange Commission

The Company and other affiliated entities that provide services to the Company are under

common ownership and management control The existence of this control could result in the

Companys operating results or financial position being significantly different from those that

would have been obtained if the Company were autonomous

Principles of Consolidation

The consolidated financial statements include the accounts of Lincoln Financial Securities

Corporation and its subsidiary All material intercompany accounts and transactions have been

eliminated
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Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements continued

Accounting Policies continued

Use of Estimates

The preparation of the consolidated financial statements of LFS requires management to make
estimates and assumptions that affect amounts reported in the consolidated financial statements

and the accompanying notes Such estimates and assumptions could change in the future as more
information becomes known which could impact the amounts reported and disclosed herein

Cash and Cash Equivalents

Cash and cash equivalents which are carried at cost include all highly liquid instruments

purchased with an original maturity of three months or less and therefore the recorded value

approximates fair value

Recognition of Revenue and Expense

Concession income and interest revenue are recorded as earned and commissions expense is

recorded as incurred Fee revenue principally includes
registered representative fees additional

dealer allowances and fees for general security trades Fee revenue is recorded as earned

Income Taxes

The Company files consolidated federal income tax returns with LNC Pursuant to an

intercompany tax-sharing agreement with LNC the Company provides for income taxes on

separate-return basis and the amount of current tax or benefit calculated is either remitted to or

received from LNC The tax-sharing agreement also provides that the Company will receive

benefit for net operating losses capital losses and tax credits which may not be usable on

separate-return basis to the extent such items may be utilized in the consolidated federal income

tax returns of LNC

Deferred income taxes are recognized based on enacted rates when assets and liabilities have

different values for financial statement and tax reporting purposes valuation allowance is

recorded to the extent required to reduce the deferred tax asset to an amount that we expect more

likely than not will be realized See Note for additional information
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Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements continued

Cash Segregated Under Federal and Other Regulations

Cash of $1359500 has been segregated in restricted bank account for the benefit of customers

under Rule 5c3-3 of the Securities and Exchange Commission

Receivables From Agents Brokers or Dealers and Commissions Payable

Amounts receivable from agents brokers or dealers and commissions payable at December 31
2011 consist of the following

Receivable Payable

Concession receivable and commissions payable 6419861 5824274
Loans receivable 1640236
Other 395979

8456076 5824274

The Company clears customer transactions through clearing firms on fully disclosed basis

Concession receivable includes amounts due from the clearing firms for customer transactions

Commissions payable includes amounts payable to registered representatives for customer

transactions

Loans receivable include amounts due from registered representatives net of amounts forgiven

as principal and interest is forgiven if certain production levels are met by the representative The

Company provides transition assistance loans to its registered representatives as part of its

recruitment program Loans are contingent on production levels and may have maturity dates

ranging from two to seven years

Employee Benefit and Compensation Plans

Individuals who provide services to the Company are employees of the Parent or its affiliates

The Parent sponsors various contributory defined contribution plans nonqualified unfunded

deferred compensation plans incentive plans and voluntary employees beneficiary

association VEBA trust that provides postretirement medical dental and life insurance

benefits Eligibility and the amount of required contribution for these benefits varies based upon
variety of factors including years of service and year of retirement

1111-1311444



Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements continued

Employee Benefit and Compensation Plans continued

Many of the Companys employees are participants in the qualified funded defined benefit

pension plans maintained by the Parent The Parent also maintains nonqualified unfunded

defined benefit pension plans for certain employees All of the Parents defined benefit pension

plans were frozen as of December 31 2007 or earlier For the frozen plans there are no new

participants and no accruals of future benefits from the date of the freeze Interest credits

continue until the employees benefit is paid

The Companys registered representatives may be eligible to participate in deferred

compensation plan The deferred compensation plan is voluntary nonqualified plan allowing

registered representatives to defer up to 100% of their securities commissions Representatives

may select from menu of investment options The Parent is the plan sponsor

During the year ended December 31 2011 the Company was allocated $2.3 million by the

Parent in connection with the employee benefit and compensation plans discussed above The

allocated expense associated with these plans is included in the general and administrative

expenses in the consolidated statement of operations

Contingencies

LFS is defendant in certain arbitrations and litigation that include claims for unspecified or

substantial punitive damages and similar types of relief in addition to amounts for alleged

contractual liability or requests for equitable relief These cases allege number of causes of

action including allegations by plaintiffs of misrepresentation by agents regarding the sale of

securities products allegations by plaintiffs that they purchased securities that were

unsuitable for their needs allegations by plaintiffs of fraudulent misrepresentation associated

with account balances allegations that broker affiliated with LFS provided inappropriate

investment advice and mismanagement of funds allegations by plaintiffs of misappropriation

of funds and allegations that the broker-dealer aided and abetted breach of fiduciary duties

owed by agents under sales agreements and misappropriated proprietary information LFS has

also been notified that FINRA intends to refer five matters from LFSs 2009 cycle exam for

disciplinary action subject to response from the Company that is not yet due to be filed The

Company has hired outside counsel and that counsel has been communicating with FINRA
regarding the nature of its concerns We are currently unable to predict the amount or range of

loss in the event of an unfavorable outcome

1111-1311444 10



Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements continued

Contingencies continued

The ultimate outcome of these matters cannot presently be determined The amount of liability

reserved for at December 31 2011 is approximately $6.98 million which is included in other

liabilities on the consolidated statement of financial condition At December 31 2010 this

liability was $6.61 million After consultation with legal counsel and review of available facts

it is managements opinion that these proceedings ultimately will be resolved without materially

affecting the consolidated financial position of LFS

Guarantees

The Guarantees Topic of the FASB Accounting Standards Codification ASC 460 requires the

Company to disclose information regarding its indemnification agreement with its clearing

brokers

The Company has agreed to indemnify the clearing brokers for losses that it may sustain from

the customer accounts introduced by the Company At December 31 2011 the total amount of

customer balances subject to such indemnification was approximately $8.7 million In

accordance with applicable margin lending practices customer balances are typically

collateralized by customer securities or supported by other types of recourse provisions The

Company believes that it is unlikely it will have to make material payments under this

arrangement and has not recorded any contingent liability in the consolidated financial

statements for this indemnification

Income Taxes

Income tax benefit expense consists of the following for the year ended December 31 2011

Federal 1980671
State 89687

1890984

Income tax benefit differs from the federal tax rate of 35% primarily as result of state income

taxes Income tax benefit includes deferred income tax benefit of $173878 Current federal

income taxes receivable was $2503611 at December 31 2011 Current state income taxes

receivable included within other assets was $280380 at December 31 2011 The Company had

deferred tax asset of $3093300 at December 31 2011 which consisted primarily of $384450
and $2710281 related to amortization expense of transition assistance loans and loss

contingencies respectively

1111-1311444 11



Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements continued

Income Taxes continued

The Company is required to establish valuation allowance for any gross deferred tax assets that

are unlikely to reduce taxes payable in future years tax returns At December 31 2011 the

Company concluded that it was more likely than not that its gross deferred tax assets will reduce

taxes payable in future years Accordingly no valuation allowance was necessary at

December 31 2011 The LNC consolidated group is subject to annual tax examinations from the

Internal Revenue Services IRS and state taxing jurisdictions We do not anticipate that any

adjustments that might result from such audits would be material to our results of operations or

financial condition The LNC consolidated group is currently under audit by the IRS for years

2007 and 2008

There are no uncertain tax positions related to the Company in the current year

Net Capital Requirement

As registered broker-dealer in securities the Company is subject to the Securities and

Exchange Commissions Uniform Net Capital Rule Rule 15c3-1 which requires the

maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net

capital both as defined shall not exceed 15 to At December 31 2011 the Company had net

capital of $6814125 which was $5638652 in excess of its required net capital of $1175473
The Companys ratio of aggregate indebtedness to net capital was 2.59 to

Transactions With Affiliates Related-Party Transactions

Service charges are allocated to the Company by certain affiliates for corporate and

administrative services pursuant to Master Services Agreement The service charges include

but are not limited to information technology human resource administration legal services

and compliance These service charge allocations which amounted to $4.2 million for the year

ended December 31 2011 are reported in general and administrative expenses on the

consolidated statement of operations

Due to affiliates represents net receivables and payables primarily related to general and

administrative expenses

1111-1311444 12



Lincoln Financial Securities Corporation and Subsidiary

Notes to Consolidated Financial Statements continued

10 Subsequent Events

We have evaluated subsequent events through February 24 2012 the date at which our financial

statements were available to be issued and determined that there were no matters required to be

disclosed

1111-1311444 13
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Lincoln Financial Securities Corporation and Subsidiary

Schedule

Computation of Net Capital Pursuant to Rule 5c3-

of the Securities and Exchange Commission

December 31 2011

Computation of net capital

Total stockholders equity 18137498

Non-allowable assets

Accounts receivable 2536494
Deferred tax asset and income taxes receivable from Parent 5877241

Deposits held by clearing firms 20000
Other assets 1491704

Total non-allowable assets 9925439
Other deductions and/or charges 900934
Net capital before haircuts on securities positions 7311125
Haircuts on other securities 497000
Net capital 6814125

Total aggregate indebtedness 17632094

Computation of basic net capital requirement

Minimum net capital required 2/3% of aggregate indebtedness 1175473

Minimum dollar net capital requirement 250000

Net capital requirement greater of above amounts 1175473

Excess net capital 5638652

Net capital less greater of 10% of aggregate indebtedness or 120% of

minimum net capital 5050917

Ratio of aggregate indebtedness to net capital 2.59 to

There were no material differences between the audited Computation of Net Capital Pursuant to

SEC Rule l5c3-1 included in this report and the corresponding schedule included in the

Companys unaudited Form X-17a-5 Part hA filing as of December 31 2011

1111-1311444 14



Lincoln Financial Securities Corporation and Subsidiary

Schedule II

Statement Pursuant to Rule 5c3-3

of the Securities and Exchange Commission

December 31 2011

Lincoln Financial Securities Corporation

Verification of 15c3-3 Reserve Bank Account Computation

December 31 2011

Amounts held on deposit in reserve account at week-end

Cash

Qualified securities

Total on deposit

Computation of minimum reserve requirement

Free credits and other credit balances mutual fund breakpoint

refund reserve 241182
Monies borrowed collateralized by customers checks held in

vault and field

Customers securities failed to receive customer stock certificates

held in vault

Totals

Excess of total credits over total debits

If monthly calculation 105% of excess credits

Reserve in excess of minimum requirement

1359500

1359500

Debits Credits

236260

236260

236260

248073

1111427

There were no material differences between the Computation for Determination of Reserve

Requirements Pursuant to SEC Rule 5c3-3 included above and the computation included in the

Companys corresponding unaudited Form X-1 7a-5 Part hA filing as of December 31 2011

1111-1311444 15



Lincoln Financial Securities Corporation and Subsidiary

Schedule III

Information Relating to Possession or Control Requirements

Pursuant to Rule 5c3-3 of the Securities and Exchange Commission

December 31 2011

Market valuation and number of items

Customers fully paid securities and excess margin securities not in

LFSCs possession or control as of December 31 2011 for which

instructions to reduce to possession or control had been issued but for

which the required action was not taken by LFSC within the time frames

specified under Rule 15c3-3

Number of items

Customers fully paid securities and excess margin securities for which

instructions to reduce to possession or control had not been issued as of

December 31 2011 excluding items arising from temporary lags that

result from normal business operations as permitted under Rule 5c3-3

Number of items

1111-1311444 16
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Supplementary Report of Independent Registered Public Accounting Firm

on Internal Control Required by SEC Rule 17a-5g1

The Board of Directors

Lincoln Financial Securities Corporation

In planning and performing our audit of the consolidated financial statements of Lincoln

Financial Securities Corporation the Company as of and for the year ended December 31 2011
in accordance with auditing standards generally accepted in the United States we considered its

internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the consolidated financial statements

but not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control Accordingly we do not express an opinion on the effectiveness of the Companys
internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we
have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to the objectives

stated in Rule 7a-5g including the following

Making the periodic computations of aggregate indebtedness or aggregate debits and

net capital under Rule 17a-3a1 and the reserve required by Rule 15c3-3e

Making the quarterly securities examinations counts verifications and comparisons and

the recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

Obtaining and maintaining physical possession or control of all fully paid and excess

margin securities of customers as required by Rule 5c3-3

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

1111-1311444 17
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unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the entitys financial statements

will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and was not designed to identify all deficiencies in internal control that might

be deficiencies significant deficiencies or material weaknesses We did not identify any
deficiencies in internal control and control activities for safeguarding securities that we consider

to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this
report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management
the SEC and other regulatory agencies that rely on Rule 7a-5g under the Securities Exchange

Act of 1934 in their regulation of registered brokers and dealers and is not intended to be and

should not be used by anyone other than these specified parties

/Ot47LLP

February 24 2012
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Ernst Young LLP

Assurance Tax Transactions Advisory

About Ernst Young

Ernst Young is global leader in assurance

tax transaction and advisory services

Worldwide our 141000 people are united by

our shared values and an unwavering commitment to

quality We make difference by helping our people our

clients and our wider communities achieve their potential

For more information please visit www.ey.com

Ernst Young refers to the global organization

of member firms of Ernst Young Global Limited

each of which is separate legal entity

Ernst Young Global Limited UK company

limited by guarantee does not provide services

to clients This Report has been prepared by

Ernst Young LLP client serving member firm

located in the United States
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